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CHAI RPERSON JAMES:

M. Goodman?

MR. GOODMAN:  Thank you for the opportunity
to speak here this afternoon. | think the work of your
commttee is probably the nost inportant effort by the
federal governnment to examine this issue. | want to
talk a little bit about ny own interests in ganbling.

| have ganbled nyself, |1've done it for a long tine,
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peopl e used to bet on ny pool ganmes when | was younger.
|"ve ganbled in casinos, |'ve ganbled privately. I
think there is a noral issue in ganbling, it doesn't
happen to be ny issue, but | think it's a serious one
for a lot of people and | think it ought to be taken
seriously.

My concern, and the reason | got involved
inthis, is | was thinking about the role of governnent
in ganbling, the role of governnent in establishing
ganbling policy, sone of the things that Dan Bosl ey has
been tal ki ng about .

My research before | | ooked at this was how
cities and states do econom c devel opnent policy. Wen
| |1 ooked at ganbling, originally wwth a grant fromthe
Ford Foundation and the Aspen Institute, | wanted to
see what it did in ternms of economc policy, did it
actually increase revenues, did it create jobs? And I

was also interested in how it effected the politica

pr ocess.

And in addressing the issue | won't go into
that broad overview, |I'd like to stick to the issue of
|otteries today, although nost of what you'll hear

about lotteries have to be discussed in a npre broad

vi ew of governnent ganbling policy.
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You've heard a lot I"msure in the past two
days, | certainly heard it in the |ast panel, about the
upside of Ilotteries. And | won't spend nuch tine
tal king about that, clearly they can bring in lots of
revenues, you can use it for education, you can use it
for budgets, you can use it for scholarships, a whole
host of things, prescriptions for the elderly, et
cet era.

But there is a downside and | think that
needs to be addressed and | wll talk about those
i ssues this afternoon, basically, in ternms of ganbling
as public policy. I'd like to nmake three points and

normally | don't like to just read from a script, but

given that | have very limted time I'lIl try to stick
to it as best | can. | probably won't do as well as
Dan di d.

There are three points 1'd like to make
this afternoon. First, over the past thirty odd years,
many state governnents have shifted from being
regul ators of ganbling to being pronoters of ganbling.
This shift has created a vacuum in which inportant
public policy is being nade by state lottery agencies
wi thout infornmed input from el ected representatives or

t he public.
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The second, there need to be nmj or changes
in the oversight and regulation of state lotteries and
other state sponsored ganbling ventures in order to
protect the public. And I'll make sonme recommendati ons
for that briefly.

And third, 1'd like to suggest at |east one
approach as an exanple of how governnent operated
|otteries can build on the nore positive aspects of
this experience. Not long ago, a |lawer who was
def endi ng the tobacco conpanies in their case with the
states asked ne to be an expert witness. \Wen | asked
him why, he explained that his firm would like to
counter the state's <claim that tobacco conpanies
pronote a product they know can lead to harnful,
addi ctive and dangerous behavior, wth the argunent
that the tobacco conpanies are being unjustly singled
out for prosecution while the states do the very sane
thing when it conmes to lotteries.

Now, realizing, as ny parents once
explained to ne, that two wongs don't necessarily make
aright, even if soneone is willing to pay you a | ot of
money to say so, | turned the |[awer down. But the
reality is that state governnents have indeed

aggressively noved in the direction of shifting from
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being the regulator of a potentially harnful activity
to pronoting that activity. And when governnent does
this, we nust ask ourselves, who wll regulate and
protect the governnent?

Unfortunately, and | think this is one of
the main parts of the problem politicians and state
lottery directors have tended to treat their lotteries
as private businesses rather than as a unique form of
tax policy, which indeed is what they are. When you
are running a ganbling business this neans getting
people who don't wusually ganble to do it and getting
t hose who do do it to ganble nore often. | wote about
how |otteries do this in ny book, The Luck Business,
but let nme just cite a few exanpl es here.

States now spend close to $400 mllion a
year advertising their lotteries. In contrast to the
ventures of organized crinme, governnment sponsored
ganbling is also given free publicity through newspaper
and TV stories about incredible |jackpots, happy
w nners, transfornmed |ives. Politicians have usually
argued that by legalizing ganbling governnents woul d
capture noney that was already being bet illegally and
elimnate the role of organized crine. Yet crimnals

never pronoted their ganmbling operations with mllion
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dollar advertising canpaigns and public relations
efforts.

In trying to stinulate nore demand for
their products, |otteries have beconme adept at
mani pul ating player behavior through sophisticated
mar ket research and adverti sing. Explaining its
pronoti onal canpaign, the New York State Lottery said
its player's fantasies were given the hope of
fulfillment and that the lottery offered people a
chance to dream about paying off their debts or paying
for their children's educations. This was the
rationale that that lottery had given, other lotteries
have offered simlar explanations.

Now, l"'m very synpat heti c to t he
schi zophrenic position of lottery directors and | think
it is a schizophrenic position. |"ve interviewed a
nunber of directors and in ny interviews with them one
director told nme about the m xed nessage he'd received
in public criticismof his work, |egislators conpl ai ned
about the advertisenents and pronotions, but the bottom
line of keeping his job he said, ultimately depended on
politicians judging him by the revenues he generat ed.
My success or failure, he said, was how sales were

Were ny sales better than | ast year or were they worse?
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Lotteries have <cone to depend on a
relatively small nunber of people spending |arge
anounts of noney. Nationally, by 1992, only 15 to 20
percent of lottery players accounted for about 70 to 80
percent of all lottery sales. But enticing |ess
frequent players can only be maintained by aggressive
advertising, continued infusion of higher |ackpots,
nore frequent drawi ngs and new ganes. You heard about
sonme of the problens of the Massachusetts Lottery just
Now.

As one former lottery director said, the
|otteries have to be massaged to retain the excitenent
of the public. Another said his tickets had to be
aggressively marketed, just |ike any other consuner
product. You've got to conme up with the inproved |vory
Snow and the new and inproved |Ivory Snow.

Since governnent exenpts state lotteries
from nost federal regulations that apply to private
mar keting practices, lottery agencies have a wder
latitude to pronote their products. Wile the federa
governnment once prohibited lotteries from adverti sing
on radio and television, today such advertising is

legal in every state.
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Lottery directors -- and this is one of the
nost serious problens, | think. Lottery directors
often set targets to increase ganbling revenues. The
| ate Connecticut Lottery director, who was tragically
murdered just a short while ago, had set a target of
increasing lottery revenues by 15 percent each year. A
yearly increase of 15 percent translates into doubling
lottery per capita every five years.

Now, imagine what would happen if a
politician suggested increasing taxes by 15 percent
every year. He or she would have to answer to his or
her constituents, the nedia, as well as have to debate
the proposal before an elected |egislative body. Wen
this is done by lotteries, however, the assunption
seens to be, the nore revenues the better. And | think
you've heard that here, | certainly did, in the |ast
panel .

I f you play, you figure you mght strike it
rich and if you don't play | guess you figure you |et
soneone else pay for your governnent expenses, the
servi ces. This doesn't exactly fit the nodel of
cultivating a nore civil society. |In the absence of an

effective regulatory environnent there is no one to
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examne if lottery agencies are acting appropriately,
in the best interests of the public.

W currently depend on newspaper stories,
occasional legislative oversight and just plain public
outrage to bring about changes in questionable
practices. Let ne just give you three exanples, and
you heard sone this norning | guess. The 1llinois
Lottery, once placed billboard ads in poor black
nei ghborhoods to encourage lottery play wth the
message: "This could be your ticket out.” After public
pressure, the lottery renoved the ad.

Last year, agai n, you heard this,
Comm ssi oner Lanni nentioned, |ast year the Col orado
State Lottery was enbarrassed into admtting that it
hired behavioral research firmcalled Mnd Sort, which
anal yzed which parts of the brain people used to
ganbl e. The public and legislators only |earned of
this after there were a nunber of television and
newspaper stories about the practice.

And here in Mssachusetts, you probably
heard, the State Lottery, in its zeal to increase
revenues has shown an unusual disregard for the mandate
of the state |egislature. Last year, according to a

series of investigative reports in The Boston d obe,
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followed by a legislative commttee report, the Lottery
was said to have circunvented a |egislative cap on
advertising by distributing $8 mllion worth of free
pl ay coupons to businesses as a substitute currency in
exchange for advertising and pronotions.

I'd like to make sonme recomendations,
they're brief recomendations and certainly they ought
to be thought through. But it seens to ne that in
| ooking at this issue the Conmmssion mght want to
consider sonme of these and certainly others, as a
possible way of considering nore effective ways of
regulating the lotteries.

I believe the states wth |Ilegalized
ganbling should create an independent agency, not |eft

up to the lottery itself, not left up to an occasi ona

| egi slative conm ttee, an agency t hat woul d
continuously monitor and regulate all forms of
ganbling, including lotteries. Menbers of these

agencies should be free of any agendas to pronote
ganbling and be free of ties to politicians with such
agendas.

The intention here is not to prohibit
ganbling but to prohibit the pronotion of ganbling.

Included in this agency's function wuld be to
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carefully look at any form of pronotional naterials
intended to increase ganbling, any form of behavioral
and other research intended to increase ganbling, any
increase in revenues targeted by lottery. Such
i ncreases should be subject to open political debate
with pros and cons set before the public and the nedi a.

Lotteries should not be allowed to set
their owmn growh targets. Any proposals for increased
ganbling in the state, these proposals should require a
conpr ehensi ve and objective analysis of the social and
econom ¢ and political inpacts.

And lastly, the establishnent of an
i ndependent formal program to counter the positive
image too often associated with ganbling on lotteries,
especially for young people. | believe the California
program whi ch uses taxes on cigarettes to pay for a
program to di scourage snoking is one nodel that should
be consi der ed.

The last thing 1'd like to talk about is
sonething that we've been working on at the U S
Ganbling Research Institute, it's an alternative form
of a lottery, something we call an investnent l|ottery.
This is just one alternative to the current direction

of governnment ganbling policy. It's a nodest idea
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which | believe could have a major inpact on the way we
operate governnent |otteries.

It's based on a fundanentally different
kind of ganbling, one in which prizes are awarded to
some w nners but where all the noney spent for lottery
tickets is eventually returned to the bettors. A
version of this idea now exists in New Zealand and it's
bei ng considered by the State of |daho.

Actually, this lottery is sonething that
was invented at the beginning of when lotteries were
consi dered over 300 years ago, in England. The King
and Queen would periodically run out of noney for
public works projects and whenever they needed extra
noney they woul d have a lottery. They never thought of
peopl e just ganbling and giving the noney to governnent
so they said they would pay it back after ten years
with interest.

In ny update of this idea, the state would
sell one dollar investnent lottery tickets, simlar to
the way they sell lottery tickets now, offering a way
to earn jackpot prizes. M suggestion would be capped
in the range of $10 to $30 thousand dollars, not the
megaj ackpots. Actually, as you' ve heard, it's actually

the small jackpot, the small instant ticket prizes that
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attract nost of the players. And | would suggest that
nost of the prizes be small ones, simlar to the ones
offered in instant tickets.

In the investnent lottery, the state would
also repay all non-prize winning ticket holders who
woul d accunul ate at |east $100 worth of tickets in a
one year period. They'd receive their original ticket
price plus interest after five years, with the interest
cal cul ated on an annual basis of two percent |ess than
the going rate of a five year bank certificate of
deposit at the tinme the ticket was purchased.

This low interest borrowing would in turn
make it possible for the governnent to |lend noney to
| ocal businesses and community devel opnent corporations
at low interest rates.

Today, one third of Anmericans have no
savings at all, another third have savings of |ess than
$1, 000. W also know that |ow incone people are a
maj or sector of lottery players, an investnent lottery
would not only provide noney for expanding jobs, it
woul d al so encourage those people who save the least to
save nore. A national shift of only five percent in
lottery play would result in alnmost a billion dollar

i ncrease in personal savings.
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These recomendations here today are
obviously only a small part of what needs to be a nuch
broader effort to reexam ne governnent ganbling policy.
The overriding goal | believe, should be to shift from
gover nnent policies whi ch sinmply pronot e nor e
opportunities for people to | ose nore noney and towards
ones which protect people from deceptive pronotions,
encourage savings and Jlead to the <creation of
productive jobs and real hope for econom c security.

| thank you for the opportunity.

CHAI RPERSON JAMES: Thank you, M. Goodnan.



